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HEMORANDIM FOR: Assistant Divector for Meblonal Zetimates
ATTENTION:  Mr, Peul Borel

SUBJECT:  Cosments oo EIE 100-55 by the Acting Chlef
of the Eccnomic Defenss Divisicn, ORR

1. Entlesed are tvo copies of comments prepared by the
Acting Chief of D/E/RR et my reguest. As you know, there has
been considerable difference of opinion between the sconcmic
defense people within (AR and those who were given primary
responsibility for the preparstion of ORR's contridution to
NIE 100-55. The enclosed comments present essentislly a
minority view within ORR. CHR representatives st the IAC Rep
meetings presented the Office views during the discussions
and during the drafting of the NIE.

o 2. I should like to point out the following in respect
to the paragraphs (Roman numerals) of the enclosed commentss

e I.1 Recognition has nct been given to the fact
that the Soviets stripped Manchuria of much
plaat capacity and that additional capacity
in North China was destroyed through war.
Moreover, a considsrable part of the
$2.4 dillion A1d not consist of capitel goods.
The NIE does not suggest that the rate of -
epansion will be sustained at present levels,
nor does it suggest that rapid expansion will
be solely dependent on Smports from the Soviet

IZ. 2 The possibility of tightening controls
T toward the Ruropean Soviet Bloc is cutsids

the context of the NIE. Purthermors,
Western transshipment controls of items not
on the COCOM ewbargo list cammot stop re-
export from the Buropesn Bloc to Commmist
China. '
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W, II. Comslwsien C elearly iadicates the importamce
of the less of the $800 million worth of im-
ports by stating that this would be equivalent
t0 an inerease of S50 pereent in tetal espital

| goods isports. Purtherwowe, 1% should Ve

| acted that, in the firss semtense of Comslw-

‘ sioa C, the enphasis is plased en the vaplk

\ "gsemtial.” It might be clesrer to restate
the Lirst puart of Shis semtemes Wy saying,
“While trade eomtrols have not significantly
hindsred Chime in Obtaining scameditiss
essential for yapid advanse of military and
industrial outpus, they ..."

¢. IIJ. The commsuts here are im contredictiom 4o
agreed sstimies found in KIC-R1L-83 and
EIC-R9. Ressnt analysis of data fyom all
sourees has reaffirmed these estimates.

4. IN.l I believe that shis is satisfastorily taken

——————

care of in the last phrase of Comtluaion C.
IV.-2 1 40 not believe this is swfficienmtly sigmifi-

cant t0 bring iato the conslwsions. Nereover,
footnote 2 on page 36 clearly indtoates shat
this estimats does not deal with specifie

commodities o commodity categovies.

IV. 3 Thie statement is essentially & truism and
does not properly belomg in the eomslwsioms.

Iv.k This thought is reflected in Couctlwsions R
and 1.

Iv.3 This statemsst really indisstes rapid grewth
ginee the Chinesse Cosmunists Soek over. It
is out of somtext.

This is a straight differeme of opimion
botween D/E on the ene hand and the ecencmie
offieesrs in OIR/Stats and the Beenemic Area,
ORR, on the other hand.

i<

£. V1 'The statemeat in Comclusiom @ says, "We o
estimate that vithin two yoars afier sentrols...
This does nes Tugly en shosiwte Sime lag.
Purthommore, it is bdeliaved thet e U.8.
mrket for swg oil and dristles may never
reash yrewvar preporticas. The physisal

problems of providing Jegaa with ecal amd
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[

Gtheyr comddities of low valus per bulk
cannot ve vercame instantuwnsously.

g VII. At sarly OHE atafl msetings, it was clearly
- dadicated that tae RIS would aut get into
fhe diseussion of the effects of truide
goitrelds uo Jnddvidurd commod ity aubagories.
Farthermore, our intelligence is not
sutficlently précise £o identily the sssuasd
Totilienacko,

3. Although I Jeel tuut D/E[/ik stuted 1t3 case well and
that these commentz chould be roviewsd by ONd, & 49 not bellsve
that they cal) for a change ia the official pasition of this
Office {n refersance to the HIK draft. Certain points brought
out in thess corwmnis wil) be talen accouat of in any dewiled
intelligmios wrlys o I recoviidastion G cuntrols i
“omcimiut, Jidna la eres of curmndity categoriss.

OLIG £. QUEHS
Assistant Director
Reseurch and Heports

-3.
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B m‘m m}ﬁly ‘hau whai; has ’hem @mtri‘buteﬁ m:a Swia% Hloe: amn, or

e '\wmtitmmable

. ‘b.‘.i draw ﬁ‘m Smiet Bloc sources. _
S 2.1 comlnsion which assuses or iup?.ies that there can wmz
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IV. One serious defect of HIE 100-55 is that the Conclusions,

particularly paragrephs B and €, do no‘h incaipamte or reﬁ.ect si@iﬁcant
" portions of the factus) data upan wmch they supposedly are ‘based,

Poragraphs B and C olte paragraphs 10, 11, 12 13, 1& and 17 as’
specific refarenm. Kevertraless., they comiuaims as stated do not
refiect the fcilowing aigniﬁcmt Aacts in those paragraphs. |

1. m controls "have !.inuted the av&ilab&liw to China of
certdin mmﬂit‘ie& which would assiat militam‘ and izzdnsmsl ﬂwelnp-
ment,” (para 10) | L | B

2. "The dirﬁcﬁlﬁies of obtaining r@pﬂﬁcﬂmt parts for Westera
equipment and some specimud commodities in short swpply in the '%mat

Hloc probably haw created pro‘blm, parm.cularly in the fields of

transport, camnicatiam, and eleotric power.® {(para 11) |
3, "fo the extent t;hat tmde ccntrcls have slowed Ching's industrial

. expansion they have retarded the growth of its wilitary patenﬁul., o

(para 13} _ . | A

4. The smsaé and strains mthi:a the Hoc coused by non-Communist
trads conbrols are prohah},y reclected in the present intemst of both
Peiping and Moscow in increasing China's trade with mn—c{amﬁst CWL“M‘
{para 17) | ‘

5.  Industrisl output, despite recent gains, is rmly ngomewhat

highsr than previous pea’kz.“ (pm 11) '

in contrast, statements of gensrally opposiu tenor from the clted
“pamgmpm are idanﬁi‘ia‘ble in the comlusims.

-5 -
:3 2, e e
ﬁ{x:x““ I

C
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VII. HIE 100-55 does mot reflect clearly the pattern of the
economy of Commmist Ciﬁm, its precent atage of development and curvent
rate of growth,

The ct:snseqzmnces of this aeﬁcimcy ares _

1, There is no qualitative analysis of the impact of & system of

. gelective socurity trade controls, nor is here an estimte of the
‘qualitative (composition) aspecis of any given volume of importe, even
though a varied assortment of individusl observations atiest fully the
special character of Comtmist Cmtsv import trade since 1950, |

2. Simlarly no adequate recognition is evident of the occurrence
of imbalances and of technological bottlenecks in industrisl growth, both
within individual industries and in an industriel econamy. They are
particularly cﬁa&mﬁeﬁaﬁé of a campa:mt;ively pricitive econony such as
Ciina's when depe’nﬁméa upon foreigr; :éplaeem@aw zmd spare parts is
great amd where substituiione and other adjustrents are difficult.

The conseqa_xm of s relaxation of controls 7*.)”? exports to
Commmmist China ehould be appraised or evaluated in terms of the poten~
tial cantribution %o Chinats capabilities for meking short-run adjuste
‘ments to the succession of bottlenecks which are unavoidable. The
ability and fresdon of cholce to import critical items wounld facilitate
the infustrial expansion far out of ‘proportion to the gains indicated
by the value of the importe prinarily by maldng possitle a better balanced
tndustrial structure. | | |

The/potential effecty of a relaxation of Western trade controls on
industrial expansion in China is clearly indicated in para 31 {p. ).

- 10 =
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